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GOVERNMENT CRISIS 


ENDANGERS FRANC 





ITH the fall of two cabinets within five days, 

France appears again to be entering a period 
of ministerial instability which threatens to drive 
the country off the gold standard. On May 31 the 
government headed by Pierre-Etienne Flandin 
was defeated on its demand for special powers to 
deal with the economic and financial emergency. 
Although a new cabinet was immediately formed 
by Fernand Bouisson, former Socialist and Presi- 
dent of the Chamber of Deputies, it too met with 
defeat on June 4 when the Chamber rejected its 
request for emergency powers by a vote of 264- 
262. Earlier reports indicated that Edouard Her- 
riot’s Radical Socialists would sustain the new 
ministry, but at the last moment they reversed 
their position. 


After the Netherlands guilder and the Swiss 
franc had successfully withstood the pressure of 
speculation, the attack shifted early in May to 
the French currency. France was in a strong 
technical position to maintain the gold standard. 
The gold in the Bank of France was sufficient to 
provide a reserve ratio of over 80 per cent against 
note circulation and other sight liabilities; and 
the French banking system was in a sound, liquid 
position. The state of government finances and 
the political situation, however, created alarm 
concerning the future of the franc. The gov- 
ernment faced a deficit of six billion francs in 
the current budget and a railway deficit of four 
billion. In addition, parliament had already voted 
about four billion francs in “exceptional credits” 
for national defense, and further appropriations 
for armaments were planned. Since large-scale 
borrowing was impossible in face of the declin- 
ing market for government securities, the cab- 
inet decided to effect further retrenchment in 
public expenditure, involving reductions in so- 
cial insurance payments and veterans’ benefits 
and abolition of a number of government jobs. 


Unfortunately for the government, the local elec- 


tions held on May 5 and 12 revealed a decided 
swing toward the Left. The Communists, joined 
for the first time in a united front with the So- 
cialists, made particularly strong gains. Parlia- 
ment, due to reconvene on May 28 after its spring 
recess, was therefore likely to offer vigorous op- 
position to further budgetary deflation at the ex- 
pense of the working classes, the civil service, and 
the war veterans. With the increasing uncer- 
tainty of the political situation, speculation 
against the franc grew apace. In the week end- 
ing May 24 the Bank of France lost 3,166,388,660 
francs, and the rate of withdrawals was rapidly 
accelerating. On May 23 the Bank raised its dis- 
count rate to 3 per cent, on May 25 to 4 per cent, 
and finally on May 28 to 6 per cent, the highest 
since 1926. 


The Flandin cabinet, determined to save the 
franc, decided to ask parliament for full powers 
to decree any measure deemed necessary to restore 
government finances and promote economic re- 
covery. Parliament, however, proved recalcitrant. 
On May 29 the Finance Commission of the 
Chamber of Deputies rejected the request for 
special powers. A large section of Radical So- 
cialists, refusing to follow their conservative 
leader Edouard Herriot, deserted the government. 
Despite a dramatic last-minute plea by Premier 
Flandin the Chamber, in the early morning of 
May 31, decisively defeated the cabinet by a vote 
of 353-202. The Right, prompted by personal 
hostility toward the Prime Minister, joined the 
Left in ousting the government from power. M. 
Flandin, although himself a conservative, had 
never been forgiven by the Right for taking over 
the reins of government last November, after its 
own candidate, M. Doumergue, had been defeated. 
His abandonment of the conservatives’ projects 
for constitutional and electoral reform and his 
efforts to build up a strong Centre party had also 
aroused the distrust of the Right. 














Although the rapid formation of another cabinet 
of national union under Fernand Bouisson helped 
to check the outflow of gold which reached 6 bil- 
lion francs in the week ending May 31, the un- 
expected defeat of this government may mean a 
renewed flight of capital. The gold reserves of 
the Bank of France still total 70 billion francs, 
but they are not proof against a long drain aris- 
ing from lack of confidence in the French eco- 
nomic and financial! situation. The French people 
still seem opposed to devaluation, but unless they 
are willing to undergo the painful process of fur- 
ther deflation, the parity of the franc cannot long 


be maintained. JOHN C. DEWILDE 


Japan Threatens North China 


Despite reported concessions by the Nanking 
authorities, the threat of an extensive Japanese 
military drive into north China, involving the 
possible seizure of the Peiping-Tientsin area, has 
not yet been dissipated. Beginning on May 20, 
when a detachment of Japanese troops crossed 
the Great Wall, a provocative demonstration of 
Tokyo’s “mailed fist” was carried through in north 
China. The Japanese troops wiped out a Chinese 
irregular force in the “demilitarized area,” kill- 
ing its commander and 300 of his followers. Jap- 
anese military planes engaged on survey flights 
over the cities of Peiping and Kalgan. Even more 
significant was the reported flight of eight Jap- 
anese planes to Prince Teh Wang’s headquarters 
in Chahar province. Taken in conjunction with 
the demand that the Mongols transfer their capi- 
tal from Pailingmiao in Suiyuan province closer 
to the Manchurian border, this report constitutes 
evidence of a more extensive Japanese advance 
into Inner Mongolia than any attempted up to 
this time. 

These actions were at first defended by Japan’s 
military chiefs on the ground that the Chinese 
authorities had failed to respect the provisions 
of the Tangku truce relating to the “demilitarized 
area.” Even a cursory examination of the facts 
lends no support to this contention. The Japanese 
military have never permitted the Chinese police 
force, set up under the terms of the truce, to func- 
tion effectively in this area. The resulting un- 
settled conditions have supplied the pretext for a 
continued threat of Japanese intervention, have 
permitted large imports of allegedly smuggled 
goods from “Manchoukuo,” and have stimulated 
the rapid establishment of opium shops through- 
out the area. These shops have become wholesale 
distributors of Japanese opium and opium deriva- 
tives, which have flooded Hopei province and other 
sections of north China. 
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During the past week, however, Japanese inter. 
vention has extended far beyond that inherent in 
the set-up of the “demilitarized area.” Among 
other things, the Japanese demands now call for 
the resignation of General Yu Hsueh-chung, goy- 
ernor of Hopei province; the removal of Chang 
Ting-ao, mayor of Tientsin; the withdrawal of 
Chinese troops from north China; maintenance 
of order by a specially constituted police force 
(presumably akin to that in the “demilitarized 
area”); and abolition of the Peiping police head- 
quarters and other Kuomintang organs in north 
China. Latest reports show that there is slight 
hope of any real resistance to these demands on 
the part of Nanking. On May 31 Nanking goy- 
ernment officials declared that “‘satisfactory ex- 
planations will be supplied the Japanese army.” 
Similar assurances were apparently given For- 
eign Minister Hirota at Tokyo by the Chinese 
Minister, Chiang Tso-pin. On June 4 it was 
stated that Japanese emissaries would fly to 
Chengtu, in Szechuan province, for a personal 
conference with Chiang Kai-shek in order to stress 
the necessity for complying with the demands of 
the military chiefs. If these demands are ac- 
cepted, another step will have been taken toward 
transforming north China into an appendage of 
“Manchoukuo.” T. A. BISSON 
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